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May 17, 2007 
 
 
 
 
 

The Honorable Bill Hardiman, Chair 
Senate Appropriations Subcommittee on DHS 
Michigan State Senate 
Lansing, Michigan  48933 
 
The Honorable Dudley Spade, Chair 
House Appropriations Subcommittee on DHS 
Michigan House of Representatives 
Lansing, Michigan  48933 
 
Dear Senator Hardiman and Representative Spade: 
 
Section 674 of 2006 Public Act 345 (Enrolled Senate Bill 5796) requires the Department of 
Human Services to report on the development and implementation of a plan to reduce waste, 
fraud and abuse within the child care program.  Our report is attached. 
 
If you have any questions about the attached material, please contact John Sorbet, chief 
administrative officer, at 373-7787. 
 
 Sincerely, 
  
        
  
 Marianne Udow 
 
Attachments 
c: Senate and House Appropriations Subcommittee on DHS 
 Senate and House Fiscal Agencies 
 Senate and House Policy Offices 
 State Budget Office 
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On August 16, 2006, the appropriations bill (Senate Bill No. 5796) for the Department of 
Human Services (DHS) was filed with the Secretary of State and given immediate effect 
(2006, PA 345).  Section 674 of 2006 Public Act 345 provides for the following: 
 
The department shall develop and implement a plan to reduce waste, fraud, and abuse 
within the child care program, including feasibility for expanding wage match and 
employer verification, unannounced home call verification at registered and licensed day 
care sites, compliance with recommendations of the auditor general in the May 2005 
performance audit of the child day care and child welfare licensing divisions, and other 
process changes.  Beginning December 31, 2006, the department shall report annually to 
the senate and house appropriations subcommittees for the department budget, the senate 
and house fiscal agencies and policy offices, and the state budget director on plan details 
and implementation status, including, at least, the following measurable performance 
indicators: 

a. The success or failure of the expansion of wage match and employer 
verification. 

b. The success or failure of unannounced home call verification at day care sites. 
c. The success or failure of complying with the recommendations of the auditor 

general in the May 2005 performance audit of the child day care and child 
welfare licensing divisions. 

d. The amount of money recovered as a result of the plan for the proceeding 
fiscal year. 

e. The amount of money saved as a result of the plan for the proceeding fiscal 
year. 

f. The number of day care closures as a result of the plan. 
g. The number of criminal convictions as a result of the plan. 
h. Any policy changes related to the plan. 

 
Report to the Legislature 
 
DHS has a comprehensive CDC Integrity Plan that addresses errors, program 
noncompliance, and fraud.  The plan reflects an ongoing collaborative commitment 
between the Child Development and Care (CDC) Program Office, the Office of Inspector 
General (OIG), and the Office of Child and Adult Licensing (OCAL) to strengthen policy 
and procedures that support program integrity, and provides for continuous monitoring to 
ensure integrity and accountability with the DHS child day care system.   The plan links 
internal activities intended to develop process changes with integrity standards and 
oversight through measurable performance indicators as well as creating a system for 
continued feedback from our child care partners.  Execution of the plan will generate 
baseline data to facilitate reliable ongoing accountability monitoring.  The plan includes 
eight core initiatives listed below.  
 
1.  Amend Child Care Administrative Rules  
Administrative Rules for the CDC Program, R400.5001 et seq., are being amended.  
The proposed rules will define the administrative process to enable DHS to impose 
penalties and disqualifications on child care providers or clients receiving child care 
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funds through program noncompliance or fraud.  Uniform sanctions will be assigned 
for providers found to be in non-compliance with the rules.  We expect these rules will 
be promulgated by the end of FY2007.  This administrative process is critical to 
reliably identifying case closures due to fraud and accurately measuring related savings.  
 
2.  Biannual CDC Client Recertification  
CDC clients will participate in a biannual review that verifies the client’s continued 
eligibility for the CDC program. 
 
3.  New Hire Data Match  
DHS will develop the New Hire Data Match, an easy access CDC eligibility 
determination desktop tool for DHS staff, that will match active CDC clients with 
Department of Treasury earned income data.  Providing this data to DHS workers will 
facilitate accurate employment verification and improved payment accuracy. 
 
4.  Office of Internal Audit Pilot Project 
FY2007 pilot project will audit 200 CDC provider attendance records for children 
receiving CDC services for care in November 2006.  Providers found to be in 
noncompliance with agency policy regarding attendance records will have an 
opportunity to meet program expectations or risk removal from participation in the 
program as providers.  The results and findings of this pilot will inform expanded audit 
efforts. 
 
5.  Office of Quality Assurance CDC Case Readings 
This project will measure accurate and complete documentation in the CDC case record 
(client file) and the provider record.  Errors and program noncompliance will be 
corrected.  Identified fraud will result in recoupment of funds and case closure.  This 
pilot will allow for the DHS to identify and address root causes related to errors, 
program non-compliance and fraud.  The results of quality assurance case reading will 
inform continuous improvement including revised procedures, policy clarifications and 
related staff training.  It is expected that the pilot will be expanded in FY2008 and 
accommodate new federal regulations and requirements within the CDC program.   
 
6.  Office of Inspector General (OIG) Reverse Wage Match   
The OIG will increase assignment of CDC reverse wage match investigations by 30% 
for FY-07.  The reverse wage match process is a data query that matches employment 
earnings as reported to the Michigan Unemployment Insurance Agency against CDC 
payment history.  The OIG will expand the CDC reverse wage match technology to 
additional counties for participation in Saginaw, Kent, Genesee, Kalamazoo, Berrien, 
Calhoun, Jackson, Washtenaw, Oakland, Macomb and Wayne. 
 
7.  Recoupment and Reconciliation 
Currently recoupment and reconciliation for the CDC program is done manually at the 
local offices.  An automated recoupment process is included within the DHS Bridges 
technology, with its rollout scheduled to begin February 2008.  Automation will enable 
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DHS to increase payment receivables and increase actual recoveries of improper 
payments. 
 
8.  DHS/CDC Field Council  
The Field Council will help review and monitor the activities contained in the CDC 
Integrity Plan by engaging local office staff in active participation of CDC policy 
review and program feedback.   
 
Measurable Performance Indicators, as Outlined in Boilerplate Section 674 

 
a. The success or failure of the expansion of wage match and employer verification 

(OIG):   
 

The reverse wage match has been successful in identifying fraudulent payments.  As the 
process continues, and obvious fraud cases become harder to find, we expect the fraud 
found value to decrease. 
 
The chart below demonstrates the FY2004-06 investigative performance of the Office of 
Inspector General. 

 
 
 
 
 
 
 
 
 

 
*The Alleged Fraud Found Value equals the amount of money determined by the agent to 
be owed by the client at the point of referral to the prosecutor or administrative law 
judge.  

 
**Completed Investigations are those where all actions have been taken by the agent and 
include cases where fraud has and has not been found. 
 
b. The success or failure of unannounced home call verification at day care sites: 
 
From January 1, 2006 – February 28, 2007, the Office of Internal Audit reviewed the 
attendance records of thirty-four (34) registered and licensed day care facilities 
throughout Michigan to obtain statistically valid estimates of errors, program 
noncompliance and fraud in the child care program.  All site visits were planned with the 
provider in advance of the record audit.   Program errors and noncompliance were 
referred to the CDC program office for correction.  Suspected fraud was reported to the 
Office of Inspector General.  
 

Office of Inspector General (OIG) 
CDC Reverse Wage Match 
Outcomes FY 04-06 

FY 04 
(partial 
year) 

 
FY 05 

(first full year of 
implementation) 

 

FY 06 
(some 

investigations 
pending) 

Investigations Assigned 366 730 384 

Investigations Referred for 
Prosecution/Administrative Hearing 73 204 211 

CDC Alleged Fraud Found Value*  $1.5 M  $5.1M $4.9M 

Completed Investigations** 89 310 244 
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c. The success or failure of complying with the recommendations of the auditor  
general in the May 2005 performance audit of the child day care and child 
welfare licensing divisions (OCAL):   
 

The Office of Children and Adult Licensing (OCAL) did implement initiatives to comply 
with four of the six recommendations from the Auditor General’s 2005 performance 
audit.  Limited staffing will not permit OCAL to comply with all recommendations.  
OCAL has prioritized regulatory activities based on risk to children served by licensed 
child care and child welfare entities. 
 
For more information, per Section 532 of Public Act 345, the OCAL submitted a 
boilerplate report that further addresses this performance audit.  This boilerplate report 
was submitted in February 2007.   
 
d. The amount of money recovered as a result because of the plan for the 

proceeding fiscal year:   
 
DHS recovered $389,567 in CDC program funds for FY2006.  With the tools in place to 
automatically identify and recoup mispayments and permanently disenroll providers with 
histories of noncompliance and/or fraud, the amount of money actually recovered is 
projected to increase substantially in FY2008.    
 
e. The amount of money saved as a result of the plan for the proceeding fiscal year 

and, f. the number of day care closures as a result of the plan:  
 
Day care closures related to error, program noncompliance or fraud cannot be reliably 
measured until Child Care Administrative Rule R400.501 is amended in 2007.  Provider 
compliance with day care regulations will continue to be monitored through departmental 
case reads, audit initiatives, investigations, and provider disenrollments.   
 
The CDC Integrity Plan identifies measures and outcomes related to each component of 
the plan.  This will facilitate the reliable identification of savings and recoveries related to 
errors, program noncompliance and fraud that will allow for annual comparisons of 
progress facilitated by improving program integrity.  This reliable and consistent 
measurement will be noted in FY2007 with the advent of the CDC rule revision and full 
implementation of the CDC Integrity Plan. 
 
g. The number of criminal convictions as a result of the plan: 
 
The Office of Inspector General identified 320 criminal convictions of welfare fraud 
(MCL 400.60) obtained through violations of the CDC program incurred during FY2006.   
RESULT/SUCCESS:  The OIG earned the Innovative Use of Technology Award for 
the innovative use of technology in fraud detection from the National Association of 
State Chief Information Officers during FY 2005-06. 
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h. Any policy changes related to the plan: 
 
DHS Bridges Technology Implementation 
The DHS is currently developing and implementing a major computer and policy change 
that will enhance and substantially support payment accuracy for all programs including 
the CDC program.  Bridges is an integrated program service delivery system targeted for 
statewide implementation in 2008.  Bridges offers tracking mechanism with system 
generated forms, data, oversight reports, and an eligibility determination benefit 
calculation for the CDC program based on the data collected. 
 
Crime Codes and Titles 
Safety of the children enrolled in the program is of the utmost importance and is being 
addressed by the expansion of background checks at enrollment.  The CDC program 
office revised DHS Program Eligibility Manual (PEM 705) March 2007 to expand and 
update the listing of computer codes and criminal violations used to identify crimes that 
prevent or terminate provider enrollment and offer a more comprehensive background 
check for participants in the CDC program.  The revisions include:   

• A crime code tracking process to more accurately reflect those crimes defined in 
Michigan Compiled Laws and Administrative Rules which disqualify providers. 

• The National Crime Information Center Arrest Crime codes and titles were added 
to DHS policy. 

 
Pre-Enrollment Criminal History Checks 
The CDC program office revised DHS Program Eligibility Manual (PEM 704), effective 
March 21, 2007, to require the completion of criminal history checks prior to the 
enrollment of a provider.  All day care aides, relative care providers, and reported adult 
household members living in the home of the relative care provider will be required to 
submit to the following criminal history checks prior to the enrollment of the provider: 

• ICHAT (Internet Criminal History Access Tool). 
• OTIS (Offender Tracking Information Service). 
• PSOR (Public Sex Offender Registry). 
• NSOPR (National Sex Offender Public Registry). 

 
Customer Service Automated Complaint Process   
An automated public complaint process takes effect May 2007 that will provide easy 
access for citizens concerned about CDC program integrity to alert DHS Customer 
Service staff of their concerns.  The process includes a tollfree telephone number and 
ensures rapid responses to complaints.  Outcomes of this process include: 

• Increased number of eligibility issues and potential fraud complaints to DHS. 
• Greater accountability through monthly reports distributed to county offices. 
• Potential program cost savings . 


